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Overview and Methodology 

Purpose 

The purpose of this cost study is to provide updated costs for PIC Change orders. For reference, an 
acronym glossary is included as a separate tab within this cost study. 

Service Description 

Presubscription is a procedure whereby an end user may select and designate to the Telephone Company 
an Interexchange Carrier (IC) to access, without dialing an access code, for interLATA calls. This IC is 
referred to as the end user’s primary IC. A charge associated with interLATA is a PIC. 

Rate Element Descriptions 

Combination Manual PIC/LPIC Charge, Cost per Change 
Combination Mechanized PICLPIC Charge, Cost per Change 

Activity-Based Costing 

Activity-Based Costing is a widely used method of identifying costs. The structure of an ABC study is 
based on the fact that activities performed by the company consume resources, and these resources have a 
specifically identifiable cost. Activities, then, are used to provide services. This gives a logical, easy-to- 
follow flow through the costing procedure. 

Activity-Based Costing uses a number of specific terms, such as resource, activity, cost object, and 
drivers which have simple, yet special meanings. 

> 
> 

A resource can be a piece of equipment, a labor rate, or a vendor contracted expense. 
An activity is an action that consumes resources. The cost of the activity is calculated based on 
the cost of the resources that the activity consumes, and the resource driver, or the quantity of 
resources the activity consumes. 
A cost object is a product (i.e., PIC Change). 
Drivers are specific g& that represent quantities of activities and resources. For example, time 
in minutes, or orders per line may be drivers. Resource drivers are the quantity of resources 
consumed by an activity. Activity drivers are the number of activities necessary to provide the 
service. 

9 
9 

The Basics of Activity-Based Costing are: 

> 
> Activities consume resources. 
> 

Cost objects (i.e., services) are provided by activities. 

Consumption of resources drives costs. 
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Figure 1 illustrates the flow of Activity-Based Costing. 
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Figure 1 
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Line and Change Quantity Efficiency 

End user may have more than one access line and ask to have their PIC changed on multiple lines on the 
same request (or order). In addition, on the same request, the same end user may also request LPIC 
changes on the same lines. There are efficiencies associated with performing PIC changes on multiple 
lines and performing a LPIC change at the same time as a PIC change. This efficiency is included in the 
cost results. 

The SMEs provided time estimates that represent the total activity time required to make all changes on 
all lines on an average size request. In other words, the SMEs, based on their experience processing 
requests, estimated an average number of changes required on a request and provided the total time to 
process all changes. The Bill of Costs tab adjusts the per request manual costs to per change by 
multiplying the resulting business channel costs by orders per change (or the inverse of changes per 
order), thereby accounting for any line and change quantity efficiencies resulting from multiple lines or 
changes per line on the same request. 

Labor Rates 

The labor rate represents the cost to SBC of a single hour of labor. The labor rate is inflated (based on the 
Consumer Price Index) to the study period to make the labor cost representative of the period under study. 
A more detailed discussion of labor rates and inflation factors is found later in this methodology. 
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Inflation Factors 

Inflation Factors are utilized to apply the appropriate labor cost for the study period. The inflation factors 
are developed by using the forecast of the Consumer Price Index (CPI). The CPI represents changes in 
prices of all goods and services purchased for consumption by urban households. User fees (such as water 
and sewer service) and sales and excise taxes paid by the consumer are also included. Income taxes and 
investment items (like stocks, bonds, and life insurance) are not included. 

Labor Rate Development Methodology 

Labor rates identify the cost to the firm of consuming a particular resource-an hour of labor. Labor rates 
bean  with a basic hourly wage or salary, and then include costs directly caused by labor that are not 
captured in the basic wage. These other direct labor costs include: 

0 paid absence costs, 
0 

0 

0 

break time and/or tour length costs, 

special payments such as team awards and recognition, 
payroll taxes, pension costs, benefit costs, 
support assets, including capital costs associated with support assets 
Other direct costs such as travel and training, and clerical support and supervision. 

Labor rates are developed at the proper level of detail to provide accurate costs for specific activities. 
First, SBC looks at specific groups of function codes (which designate a specific job function) or activity 
codes (which designate a specific job activity). These functiodactivity codes are part of SBC’s functional 
accounting system used to report expenses company-wide. For example, 21XX is the group of all wages 
and expenses charged to function codes or activity codes that begin with “21”’ which in this example 
represents Operator Services functions and activities. 

Within the specific group, SBC develops labor rates by Market Zone (for management employees) or 
Wage Category (for non-management employees). The Market Zone and Wage Category are specific job 
classifications that determine how much the company pays for a particular job. 

The Labor rates in this study begin with an average wage per hour from payroll records. SBC derives 
relationships of expenses to wages, or expenses to hours worked, to develop labor factors or loadings that 
it then applies to basic wages to produce total hourly labor cost. All base labor rates in this study 
represent calendar year 2003. If SBC did not have current labor base rates for a particular state or job 
title, the most recent labor rate available was adjusted by bringing the basic wage portion of the labor rate 
current and updating the benefit factor using the most recent data available. 

For more information, separate Labor Rate Development documentation is available. 
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Cost Study Assumptions and Parameters 

TSLRIC Methodology 
0 

0 

0 

Slamming costs are included in the PIC change charge 
Study period is 2005 - 2008, midpoint 2006 
Labor Rates are base year 2003 adjusted to 2006 
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